To increase efficiency of the European finance market, the European Union (EU) recently forced all public companies to publish their financial disclosures with the support of the International Financial Reporting Standards (IFRS), emanated by the International Accounting Standards Board (IASB), beginning January 1, 2005.
INTRODUCTION
Over the last few years, the importance of international accounting practice studies have been growing in order to meet economic agent demands and to facilitate international business practices. International accounting convergence is an important topic for capital market regulators, investors, managers, governments, and indeed all who deal with the financial information of public companies.
Nowadays, accounting is not only a fiscal tool for authorities and for the financial institutions, but it also turns out to be an important tool for a wide variety of economic agents, due to the expansion of the capital transactions and the dispersion of economic agents.
International accounting convergence intends to minimize the negative effects that result from the diversity of accounting practices in different countries. Implementation of IFRS practices in all twenty-five countries of the European Union turned out to be an historic event. Possibly, it was the most significant revolution concerning accounting standards and accounting practices ever. This paper aims to evaluate the impact of implementing the IFRS in the consolidated accounts (Balance Sheet, and Profit and Loss Accounting) of Portuguese firms (with the exception of financial institutions and sporting institutions) in the Euronext Lisbon official stock market, in accordance with the Regulatory Law (CE) N.º 1606/2002, and to determine if there are groups of enterprises with similar adjustment behavior. In addition, this study aims to quantify the differences between some economic and financial ratios, in particular price earnings ratio (PER) and the earnings per share (EPS), after the IFRS's implementation.
LITERATURE REVIEW
Some of the first comparative studies considering international accounting diversity came from Davidson and Kohlmeier (1966) and Abel (1969) , who measured the relationship between financial reports and the development of capital markets. Later on, Gray (1980) found a relationship between accounting practices and a firm's profits. The first studies concerned with accounting harmonization came in the 1980s, with the works of Nair and Frank (1981) , Evans and Taylor (1982) , Mckinnon and Janell (1984) , Doupnik and Taylor (1987) , Van der Tas (1988) and FEE (1989) .
Understanding accounting diversity may help to explain differing business practices across different countries. This idea was developed by Joos and Lang (1994) and by Krisement and Strasse (1997) . For Radebaugh and Gray (1993) , differing accounting standards may be explained by different economic, historical, institutional and cultural environments. As the openness of the economy increases, the higher is the necessity for accounting harmonization. Krisement and Strasse (1997) , justify the existence of different accounting standards. History has shown that countries with similar social development have similar accounting practices, since accounting practices reflect social, economic, legal and cultural conditions that are similar (Choi et al., 1999; Cañibano and Mora, 2000) . Radebaugh and Gray (1993) enumerate the following aspects as to the most relevant terms of accounting orientation: the legal system; financing; tax system; politics, inflation, level of economic development and cultural environment. Nobes and Parker (2000) found a strong similarity among accounting standards in countries with communitarian cultures on which financial information is directed to the government and financial institutions, and not to investors.
Technological advances allow financial reporting to be easily transmitted and always achievable. In this sense, information can easily be accessed not only by governments, but also by consumers, environmental associations, social institutions and others (Radebaugh and Gray, 1993; Choi et al., 1999; Titard and DiGregorio, 2003) . Lawrence (1996) referred to several agents and factors as responsible for the efforts toward an international accounting harmonization: investors, multinationals, international entities, and globalization. The same author also suggested some barriers: legal systems, nationalism, and organizational conflicts. Choi et al. (1999) , considered three main advantages that result from accounting harmonization:
a) The ability to compare international financial information, allowing enhanced credibility in the comparison of profits and losses around the world (see also Gray, 1980 and Tweedie, 2004) . Beresford (1990) , Radebaugh and Gray (1993) , Joos and Lang (1994) , infer that in some cases, it is difficult to obtain an exact equivalence in different accounting systems and in the manner of financial reporting. b) Savings in costs and time consolidating accounts result from different accounting systems. Also Copeland and Galai (1983) ; Kyle (1985) ; Glosten and Milgrom (1985) and Leuz and Verrecchia (2001) determine the savings to investors and to stockholders resulting from accounting harmonization. c) A stronger consistence concerning economic, social and legal factors across different countries of the world.
METHODOLOGY
Most of the empirical studies to date investigate the following themes: benefits and cost of harmonization; obstacles to the process of harmonization; range of harmonization; factors that impel the process of harmonization; and gauging international or national harmonization levels (Emenyonu and Gray, 1992) . Beyond initial studies, the content and scope of these issues were deeply studied, aimed at perfecting accounting knowledge, mainly by the studies of Ashbaugh and Pincus (2001) , Cañibano and Mora (2000) , Pierce and Weetman (2000) , Benau and Grima (2002) and Tagesson et al. (2003) .
Regarding accounting conversion imposed by the CE Regulation N.º 1606/2002, it is important to study the impact of the regulation on financial accounts in order to qualify the advantages and disadvantages inherent to the present process of European accounting harmonization. As a singular and exceptional event that has occurred so much in Portugal as in Europe, this is a new instrument to academic research in the accounting area. In the first analysis, we have elaborated the distribution of data frequencies using descriptive statistics. Study of the mean and standard deviation was based on the absolute and percentage variations verified in certain accounting items of the Balance Sheet (to a sample of Concerning financial analysis, we have used the ratios method, which requires computing the relationship between economic and financial items. The ratios are a support tool for the study of the economic and financial appraisal of the companies over the long term.
Thus, we aim to study the difference of these coefficients in the financial analysis, after the introduction of the IAS. An understanding of the changes in the ratios allows measurement of the level of benefit or disadvantage of the involved economic agents, independently of economic and financial conjecture, verified through the implementation of the IAS.
Elaboration of the ratios depends upon the purpose of the analyses and on the sources of information. In this study, we only computed the ratios of frequent use in the financial context whose calculation was feasible, attending to the limitations of the collected data.
Therefore, we have examined the following ratios: gearing, PER and EPS, calculated using the information contained in some of the items on the Balance Sheet and Profit and Loss statements, complemented by the value of stock capitalization and by the number of stocks in circulation until the time in which the accounting conversion was observed.
In a third phase, we undertook a clusters analysis, a procedure of multivariate statistics, which requires the grouping of similar firms. Hence, the individuals grouping, in the set of n companies, is made regarding existent information in p variables, so that the resemblance between companies of a certain group are as alike as possible in comparison with the companies of the remaining groups. In synthesis, we have structured the data through presentation of the firms under the nature of a matrix of dimension n× p, equivalent to n lines (firms) and p columns (variables). For such, we have used the statistic tool K-Means Cluster Analysis, which adopts the Euclidian distance to measure the distance, or difference between, each one of the companies, calculated from the square root of the sum of the squares of the values' differences for each variable, as in the following expression: Profit and Loss statement accounts, such as: intangible assets, tangible fixed assets, investments, other assets, equity, liabilities, operating profits, operating costs, financial accounts, extraordinary accounts, corporation taxes, and minority interests.
In the clusters algorithm, the criterion for aggregation of the firms was based on the centroid criteria, which requires calculation of the distance between groups, using the mean distance between their elements.
Lastly, to test the dependent relationship between the percentage variations verified in certain items of the Balance Sheet and Profit and Loss statements, as well as the economic and financial characteristics of the firms considering their dimension and practiced activity (namely, total assets, market capitalization, turnover, profit after taxes and sectors of activity), we have used the linear regression model, computing the t, F and R 2 statistics. These methods evaluate the compliance between two variables (X and Y) with the same quantitative nature, with this relation represented in proximity to a straight-line. The coefficient of R 2 determination measures the adjustment quality in terms of the sample. The models' quality must also be evaluated considering the F test and the t test. The F test analyzes the adjustment in a global manner, while the t test is relative to each one of the parameters of the model. Therefore, whether positive or negative correlations exist between the percentage variations of the items of the financial accounts (dependent variables) and the total assets, market capitalization, turnover, profit after taxes and sectors of activity (independent variables), is expressed by the following hypothesis:
H 0 : "There is a correlation between accounting adjustments and the company's dimension/activity."
"There is no correlation between accounting adjustments and the company's dimension/activity."
For the null hypothesis, it is necessary to conclude that to different dimensions of the firm or sectors of activity, the major or minor will be the corresponding accounting adjustments resulting from IFRS's implementation.
The model presented represents forty-eight simple linear regressions referring to the combination of each accounting item with each exogenous variable, except the variable's "sectors of activity." This can be represented by the following equation: 2, 3, 4, 5, 6, 7, 8, 9, 10, 11, 12 t = 1, 2, 3, 4
where, Vn i is the value of the nth dependent (endogenous) variable for the ith firm, and DEt i is the value of each of the independent (exogenous) variable t for the ith firm.
To accomplish the models, we have used as dependent variables the percentage variations occurring in the following accounting items: intangible assets (V1), tangible fixed assets (V2), investments (V3), other assets (V4), equity (V5), liabilities (V6), operating profits (V7), operating costs (V8), financial accounts (V9), extraordinary accounts (V10), corporation tax (V11), and minority interests (V12). As independent variables, we have considered the firms' dimension (DE) concerning the total assets (DE1), sales volume (DE2), and market capitalization (DE4).
Relative to regression models, concerning the independent variables "sectors of activity,"
we have formulated the following model: 2, 3, 4, 5, 6, 7, 8, 9, 10, 11, 12 
where, Vn i is the value of the nth dependent (endogenous) variable for the ith firm, S A is a dummy variable, assuming the value one for the technological sector and Internet, S B is a dummy variable assuming the value one for the industrial sector (food, beverage, paper, card, chemical products, non-metal mineral products, machinery and electronic products, gas and steam electricity) and S c is a dummy variable assuming the value one for other activities of service rendered to the companies.
The previous model represents 12 multiple regressions, relative to the twelve dependent variables studied and to the exogenous variable "sectors of activity." Therefore, we have excluded the companies pertaining to the following sectors: post offices and telecommunication, construction, retail commerce and commerce agents, catering and logistics, cultural and entertainment activities, auxiliary means of transportation and tourism and travel agents (sectors of activity considered the base in the regression models).
THE DATA
In empirical study, we used financial information relative to the end of the year 2004
and to the end of the year 2005 (the last quarter of the year). This information was obtained using the financial reports relative to the first quarter of the year 2006, which gives us two accounts elaborated by both the accounting standards (IFRS and Portuguese Accounting
Standards -POC).
Whenever it was impossible to obtain comparative information relative to the Balance Sheet in the first quarter of 2005, we used the first type of "multiple information" as suggested by Van der Tas (1988) . That is, whenever the reports did not offer information based in the POC, it was necessary to deduce this information using accounts relative to the As observed in Table 1 , the transition periods do not coincide among the different firms.
We are assuming that the transition period does not affect adjustments to the Balance Sheet.
In Even when all of the adjustments to the assets, liabilities and equity in the Balance Sheet accounts were observable, the notation used was not always the same. Therefore, we had to adapt the most important components of the Balance Sheet, namely: intangible assets, fixed tangible assets, investments, differed taxes, goods and merchandize, cash, profits after taxes, minority interest, loans and provisions. Other components were aggregated as in "other assets", "other liabilities" or "other capital."
EMPIRICAL STUDY

Descriptive Analysis
The results of descriptive analysis are shown in Tables 2 and 3 . As can be seen, IFRS's implementation produced some important variations both in the Balance Sheet (Table 2 ) as in the Profit and Loss accounts (Table 3 ).
The total of the Balance Sheet analysis shows an average variation of 7.185 thousand euros, which is equivalent to a positive variation of 1.5%. Equity is reduced, with the IFRS's implementation in about 28,893 thousand euros; the average percentage of variation was 3.19%. Total liabilities increased on average 36,079 thousand euros, equivalent to 3.42%.
[Insert TABLE 2 here]
Concerning 
The Ratios
In attention to the results of this study, we expected some variations in the economic and financial ratios of the firms. Table 4 shows some important changes in the ratios. As demonstrated, there is a distortion of the performance and financial conditions of the firms, which results merely from an accounting adjustment.
[Insert TABLE 4 here]
Gearing ratios show an average decrease of 1.6 percentage points; therefore firms' capacity for paying their debt in the long term is lesser, signalling a greater risk for investors in these firms.
The ratios measuring the capital market influence relative to the first quarter 2004, the PER as well as the EPS, suggested a small lose for stockholders. On average, the PER changed in the value 50.6. This implies a decrease in the firms' growth potential in the stock market, or in alternative, a recursive policy of dividend distribution, as well as an increase in risk level, by changing the roles of the accounts elaborated by both the accounting standards (IFRS and Portuguese Accounting Standards -POC).
Cluster Analysis
In order to aggregate the firms into different groups according to the variations resulting from the IFRS's implementation, we used K-Means Cluster Analysis. This procedure optimizes the allocation of the firms to a predefined number of groups. We repeated the exercise for different numbers of clusters, between two and ten clusters. Tables 5 and 6 show the results for the Balance Sheet and for Profit and Loss Statement, respectively. Both tables show the significance for each of the variables used in the cluster analysis and the number of firms within each group.
[Insert TABLE 5 here]
At a 5% significance level, we found as significant variables in the Balance Sheet the intangible assets: Fixed Tangible Assets, Investments, Equity and Liabilities. Nevertheless, the firms' allocation to the different groups is quite asymmetric.
Relative to the Profit and Loss Statement, the significance level for most of the variables is low, reflecting their inability to differentiate the clusters.
[ Insert TABLE 6 here] 5.4 Linear Regression. Table 7 shows the principal results when studying the relationship between the different variables.
[Insert TABLE 7 here]
In order to avoid influential cases, we dropped from our sample the firms EDP-Energia de Portugal and PT-Portugal Telecom, given that the dimension of these firms is significantly greater than the dimension of the other firms included in the sample. Table 7 shows the results for the different regressions, relative to the Balance Sheet with exclusion of the two firms.
It is possible to conclude from the significant relationships estimated (Sig. t <0.05), that as long as the firm's size increases (measured by total assets, turnover, profit after taxes and market capitalization), the larger the percentage adjustments resulting from the IFRS's implementation in the Intangible Assets and in Investments.
[Insert TABLE 8 here]
In Table 8 , we can also verify some statistical relationships between firm's size and the variations in Financial Profits and in Minority Interests. The percentage adjustment in Financial Profits is expected to be larger for larger companies. Table 9 shows the type of relationship between the endogenous and exogenous variables related to the firm's dimension, whenever there is a significant statistical relationship at a 5 percent significance level.
[Insert 
CONCLUSIONS
Despite the objective of normalizing accounting standards within the European Community, IFRS's implementation generated differences in the short term, creating a distortion of accounting information based on traditional national accounting standards. This study's conclusions are directed toward a significant impact of IFRS's implementation in the financial reports of Portuguese firms, publicly-traded in the stock market. All of the items from the Balance Sheet and the Profit and Loss Statements registered important variations, increasing, in general, the total value of the Assets, Capital, Liabilities and Net Results in 1.5%, 3.2%, 3.4% and 14.7% respectively.
The most significant impacts on the Balance Sheet reporting result from the adjustments to Fixed Financial Assets and Debt, which contributed on a large scale to the positive variations in Total assets and Liabilities. With regard to the Profit and Loss Statement, the increase in Profits after Taxes creates a large reduction in operational costs.
IFRS's implementation conditioned the evaluation of a firm's financial performance. The ratios PER and EPS suggest depreciation in the position of stockholders with the new accounting standards.
Besides the distortion in accounting resulting from IFRS's implementation in the firms studied, there is also a caution to consider when comparing numbers before and after IFRS's implementation: a conversion of the accounts must be developed in order to accurately create such a comparison.
In this study, we did not find clusters of firms with significant differences in the way they adapt their accounting to the IFRS's standards, and we did not find any clear evidence of different adaptation procedures between firms from different activity sectors. Nevertheless, we found some evidence of a relationship between percentage variations in some of the items on the Balance Sheet and the Profit and Loss Statement within the firms' dimension. 
